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PREFACE 

The  federal  debt  is  a  subject  which  has  received  a  great  deal  of 
attention  by  writers  past  and  present  in  this  country  and  abroad,  neverthe- 
less, it  is  a  subject  which  causes  ouch  confusion  in  the  minds  of  the  public, 
to  whom  it  is  very  important.  *4ony  current  events  are  directly  related  to 
the  federal  debt.  Examples  are  inflation,  business  conditions,  the  budget, 
growth  of  the  economy,  and  the  cold  war. 

This  paper  was  undertaken  for  two  reasons:  First,  the  federal  debt 
always  has  appeared  to  be  a  complicated  and  very  technical  matter  usually 
set  forth  in  obscure  terms.  That  it  is  complicated  and  technical  is  not 
denied,  but  an  effort  has  been  made  herein  to  make  it  less  obscure*  Second, 
throughout  the  development  of  this  country  there  has  been  general  concern 
about  the  size  of  the  debt.  Looking  back  at  some  of  the  earlier  causes  of 
concern  (viewed  by  hindsight,  that  is)  there  was  little  reason  for  alarm. 
The  present  size  of  the  federal  debt,  however,  is  such  that  we  cannot  become 
complacent.  The  debt  must  be  considered  in  its  present  context. 

The  debt  has  been  recently  in  the  headlines  because  of  the  law 
restricting  bond  interest  rates  to  k-l/k  percent.  Congress  has  taken 
testimony  from  many  leaders  in  government  and  business  in  connection  with 
this  subject  and  concerning  raising  the  debt  ceiling.  The  subject  is  a 
dynamic  one — always  changing. 

As  the  Soviet  Union  increases  its  industrial  capacity  and  begins  to 
•approach  a  parity  with  our  own  production,  increased  economic  warfare  is 
expected.  The  United  States,  to  win  this  race,  must  remain  in  excellent  fi- 
nancial health.  Proper  management  of  the  debt  is  necessary. 

D.W.M. 
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CHAPTER  I 


HISTORICAL  BACKGROUND  OF  THE  FEDERAL  DEBT 
AN  INTRODUCTION 


The  Beginnings  of  Public  Debt 

Nations  began  to  contract  public  debts  over  250  years  ago.  Before 
1688  in  Great  Britain,  when  the  government  needed  money,  the  King  would  give 
his  personal  pledge,  backed  by  his  jewels,  for  repayment.  The  revolution  of 

1666  made  this  course  impractical  after  that  date,  and  the  credit  of  the 

1 
entire  nation  was  substituted.   Other  nations  began  to  use  the  same  means 

to  meet  emergencies.  Today  practically  every  civilized  country  has  a  stand- 
ing debt. 

Misgivings  Caused  by  Public  Debt 

Over  the  years  many  people  have  resisted  going  too  heavily  in  debt. 
Adam  Smith  prophesied  before  1790  that  the  European  countries  would  eventu- 
ally be  ruined  by  their  enormous  obligations.  Today,  of  course,  the  debts  of 
European  countries  are  much  greater  than  they  were  then.  There  is  slight  in- 
dication that  his  fears  were  justified,  even  though  many  countries  are  loaded 
heavily  with  debt.  Alexander  Hamilton  felt  that  rightly  managed  and  in  the 
right  amounts,  a  public  debt  would  be  a  "national  blessing"  because  it  would 

provide  a  gilt-edge  asset  that  would  give  businessmen  an  income  and  enable 

2 
them  to  trade  for  smaller  profits. 


1,1  national  Debt,"  World  Book  Encyclopedia,  Vol.  VIII. 

2Paul  A.  Samuelson,  Economics,  An  Introductory  Analysis  (New  York: 
Mc-Graw-Hill  Book  Co.,  Inc.,  1958),  p.  352. 
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Public  Debt  in  the  United  States 

Paying  for  the  Revolutionary  War. — The  Revolutionary  War  was  a  great 
strain  on  the  financial  resources  of  the  13  original  states.  The  United 
States  Government  assumed  the  debts  of  the  13  States  in  addition  to  the  debt 
incurred  by  the  Continental  Congress.  Article  6  of  the  Constitution  states: 


All  debts  contracted  and  engagements  entered  into,  before 
adoption  of  this  Constitution,  shall  be  as  valid  against  the 
United  States  under  this  Constitution,  as  under  the  Confedera- 
tion .... 


The  increase  in  debt  during  wars. — The  federal  debt  began  during  the 
Revolutionary  War.  The  pattern  since  that  time  has  been  for  the  debt  gener- 
ally to  decrease  between  wars  and  to  increase  during  wars.  In  1791  the  debt 
was  about  $75.5  million.  It  rose  to  a  height  of  about  $87  million  in  l8<&, 
and  then  declined  until  the  War  of  1812.  After  this  war,  in  1816,  the  debt 
was  $127  million.  It  then  declined  until  1835  to  about  $33-5  million.  During 
the  Mexican  War  it  again  increased,  and  the  Civil  War  raised  it  to  $2.75 
billion  in  1866.  Although  the  Spanish-American  War  caused  an  increase  at  the 
turn  of  the  century,  the  increase  during  World  War  I  was  much  greater.  In 
1919  the  debt  stood  at  $26  billion.  Table  1  shows  the  growth  of  the  debt  from 
the  Civil  War  to  1956.  World  War  II  caused  the  greatest  increase,  with  a  peak 
of  $280  billion. 

Before  World  War  I  special  act  required. —Until  World  War  I,  before 
money  could  be  borrowed,  a  special  act  of  Congress  had  to  be  passed.   The 
first  statutory  debt  limit  was  passed  in  1917*  Congress  has  either  directly 
authorized  the  debts  or  it  has  placed  a  ceiling  on  debts  that  could  be  made. 
Section  8,  Article  1  to  the  Constitution  states: 


■^J.  S.  Congress,  Senate,  Committee  on  Finance,  Hearings,  Debt  Increase, 
86th  Cong.,  1st  Sess.,  1959,  p.  39. 
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THE  FEBEBAI 

(  mm 

(Billions  of  Dollars) 

Year 

Amount* 

Year 

Amount 

i860 

$65  million 

1916 

$  1 

2B66 

2.75 

1919 

26 

1370 

2*4 

1930 

16 

1880 

2.0 

1939 

V7.5 

1890 

1.1 

19^6 

259.5* 

1900 

1.3 

1952 

267.5 

1910 

1.1 

1956 

277 

♦WOrld  War  II  Peak  $230  Billion 

Source:  ^'national  Debt,"  World  Book  Encyclopedia,  Vol.  VIII. 

"U.  S.  Congress,  Senate,  Committee  on  Finance,  Investigation  of  the 
Financial  Condition  of  the  United  States,  35th  Cong.,  1st  SessT,  1957,  P«  &6l. 


"The  Congress  shell  have  power  ...  to  "borrow  money  on  the  credit  of 
the  United  States  .  .  .  ."  Bie  special  act  of  Congress  authorizing  a  statu- 
tory  debt  limit  was  called  the  Second  Liberty  Bond  Act.  2ahle  2  is  a  partial 
listing  of  the  amendments  to  the  act,  showing  the  increases  in  the  statutory 
limit  to  the  present  time.  One  present  permanent  ceiling  is  $265  billion  with 
an  additional  $10  billion  through  June  30,  i960. 

Summary.— The  federal  debt  began  with  the  beginnings  of  the  Republic. 
ttm  Constitution  gives  Congress  power  to  borrow  money  on  credit.  Statutory 
debt  was  used  first  in  1917  with  the  authorization  of  $11.5  billion  worth  of 
bonds  and  certificates.  She  present  permanent  ceiling  is  $285  billion  and  tt» 
temporary  ceiling  through  June  30,  i960  is  $10  billion  more  for  a  total  of 
$295  billion. 


TABLE  2 


Date  of  Act 


LIMITATION  UHDER  SEC.  21  OF  THE  2d  LIHSfflffT  BQ3D 
AS  AMSHDED  (EXTBACTS)^ 


nKiEffllP-yR^ 


ACT, 


Deist  Limit 


Sept.  24,  1917 

Mar.  3,  1919 
Ebv.  24,  1921 
June  17,  1929 

Fab.  4,  1935 

Feb.  19,  19^1 
Mar.  28,  1942 
April  10,  1943 
June  9,  1944 
Apr.  3,  19^5 
June  26,  19^ 
Aug.  2d,  1954 
June  30,  1955 
July  9,  1956 

Feb.  26,  1958 


Sept.  2,  1958 
June  30,  1959 


Bonds  Authorized 

Certificates  Authorized  (with  revolving 

authority) 
Notes  Authorized 

Itevolving  authority  for  notes 

Treasury  bills  authorized  in  lieu  of 
certificates 

Established  revolving  authority  for  bonds 
Authorized  U.S.  Savings  Bonds 

Increased  debt  limit 

Increased  debt  limit 

Increased  debt  limit 

Increased  debt  limit 

Increased  debt  limit 

Decreased  debt  limit 

Temporary  increase  until  June  30,  1955 

Extended  temporary  increase  for  one  year 

Temporary  increase  over  permanent  limit  of 
275  until  June  30,  1957 

Temporary  increase  terminated  as  of 
July  1,  1957.  Oeht  reverts  to  $275 
billion. 

January  1958  until  June  30,  1959, 
temporary  increase 

Permanent  ceiling 

Temporary  addition  througi  June  30,  1959 

Permanent  ceiling 

Temporary  addition  through  June  30,  I960 


7.5 

4.0 


^5.0 

65.O 
125.0 
210.0 
260.0 
300.0 
275*0 
261,0 
281.0 

278.0 

275.O 

280.0 

283.0 
288.0 

285*0 
295*0 


Source:  %.   S.  Congress,  Bouse,  Public  Debt  Act  of  1959,  $6th  Cong.,  1st 
Sess.,  1959,  Bept.  Mo.  556,  p.  4.~ 

bDebt  limit  is  not  shown  between  1917  and  1935  because  of  numerous 
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CHAPTER  II 

WHAT  IS  THE  FEDERAL  DEBT? 

General 

There  are  many  ways  in  which  the  debt  can  be  considered.  Table  2 
shows  the  history  of  changes  to  debt  limitation  under  section  21  of  the 
Second  Liberty  Bond  Act.  Included  in  the  amounts  in  both  Tables  1  and  2  are 
some  debt  that  the  Federal  Government  owes  to  itself  and  debt  owed  to  the 
Federal  Reserve  System  which  might  be  considered  to  be  owed  to  the  Federal 
Government.  For  purposes  of  this  paper  the  federal  debt  is  considered  to  be 
the  gross  amount  as  shown  in  Table  1.  It  is  realized  that  in  more  technical 
terms  the  debt  might  be  defined  as  the  public  issues  of  marketable  and  non- 
marketable  securities  as  shown  in  Table  3«  Tables  2  and  3  refer  to  "bills," 
"certificates,"  "notes,"  and  "bonds."  Bills  are  of  shortest  duration,  being 
followed  in  that  regard  by  certificates  and  notes.  Bills  are  usually  short- 
term  instruments  of  90-day  duration.  Certificates  are  sometimes  related  to 
the  payment  of  taxes,  and  they  may  be  up  to  a  year  in  duration.  Notes  can  be 
issued  for  periods  of  from  1  to  5  years.  Bonds  are  longer  term  securities 
and  have  a  duration  of  over  five  years. 

Federal  Ownership  of  Part  of  the  Debt 

The  gross  public  debt  does  not  give  a  complete  picture  of  the  true 
debt  of  the  Federal  Government.  From  this  must  be  subtracted  the  amounts  held 


^Senate  Committee  on  Finance,  Financial  Condition  of  the  U.  S.  Hear- 
ihSSi  1957,  P.  JU3. 


SABLE  3 

U.S.  GOVEBMMEHT  DEBT  BY  T3TPE  OF  SflCURITY 
December  31,  1959* 
(Billions  of  Dollars) 


Total  Gross  Debt*  290.9 


Public  Issues** 


Total*** 

Marketable 

Ifon- 
Marketable 

Total*** 

Bills 

SHB*1" 

■vtti 

Bonds.  Bank 
Eligible 

Savings 
Bonds 

244.2 

188.3 

39.6 

19.7 

44.2 

84.8 

48.2 

♦Includes  soma  debt  not  subject  to  statutory  limit  ($411  million 
on  Dec.  31,  1959;  end  fully  guaranteed  securities. 

**Includes  amounts  held  by  government  agencies  and  trust  funds, 
$10.2  billion  Hov.  30,  1959. 

***  Included  in  public  issues  are  $7  billion  convertible  bonds  and 
non-public  special  issues  of  $43*5  billion. 

Source:  aFederal  Reserve  Bulletin,  January  I960  (Washington:  Federal 
Deserve  System,  I960),  p.  5o° 


by  the  Government.''  Table  4  shows  the  ownership  of  United  States  Government 
securities,  direct  and  fully  guaranteed  as  of  October  31>  1959*  At  that 
time  the  total  gross  debt  was  $291.4  billion*  Of  this  amount  almost  $54 
billion  was  held  "by  government  agencies  and  trust  funds,  including  the  Postal 
Savings  System.  Of  the  remaining  $237.8  billion  of  the  debt  held  by  the 
public,  almost  $27  billion  is  owned  by  the  Federal  Bmerve  banks.  The  true 
debt  then  is  a  little  over  $210  billion.  Banks  other  than  Federal  Reserve 
banks  hold  $67  billion  of  this  amount.  Individuals  hold  $69  billion  of 
which  $46  billion  represents  savings  bonds.  Insurance  companies  and  corpora- 
tions hold  $35.5  billion,  and  miscellaneous  investors  hold  $21.7  billion. 
State  and  local  governments  hold  $17*4  billion.  This  portion  of  the  debt, 


^U.  S.,  Congress,  Joint  Economic  Committee,  Study  of  Employments 
Growth,  and  Price  levels,  86th  Cong.,  2d  Sess.,  1959*  Study  Paper  Ho.  19, 
p.  1. 


TABLE  k 


OWHERSHIP  OP  U.S.  GOVEHHMEHT  SECUBITLSS,  DIRECT  AHD  FULLY  GUASAJJTEED 

AS  OF  OCTOBEB  31,  1959* 
(Billions  of  Dollars) 


Total  Gross  Debt  $291.4  Billion 


Held  by 

U.S. 

Gov't 

Agencies 
&  Trust 

Funds  * 

Held  by  Public 

Total 

Fed. 
Bes. 

Banks 

Other 
Banks 

Ins. 
Cos. 
& 
Corps. 

State 

& 
Local 
Gov'ts 

Individuals 

Misc. 

Sav. 

Bonds 

Other 
Secur. 

Inves- 
tors** 

53.6 

W 

26.6 


67.4 

35.5 

17.4 

k6.3 

22.8 

21.7 

♦Includes  Postal  Savings  System. 
** Includes  savings  and  loan  associations,  dealers  and  brokers, 
foreign  accounts,  corporate  pension  funds,  and  non-profit  institutions. 

Source :  aFederal  Beserve  gullet in,  January  i960,  p.  58. 


while  truly  a  part  of  net  federal  debt,  might  be  considered  as  an  offset  to 
other  debt,  that  of  the  state  and  local  governments. 


Total  Liabilities  of  the  Government 

A  digression.— The  federal  debt  is  only  a  part  of  the  total  liabil- 
ities of  the  Federal  Government.  Except  for  the  public  debt  outstanding  and 
financial  commitments  of  the  Government  involving  recurring  costs  for  which 
funds  are  regularly  appropriated  by  the  Congress  and  are  not  obligated  [aid 
to  States  for  welfare  programs  and  participation  in  employee- retirement 
systems j,  the  major  financial  commitments  of  the  U.  S.  Government  are 
segregated  into  four  categories :  (a)  loans  guaranteed  and  insured  by  govern- 
ment agencies,  (b)  insurance  in  force,  (c)  obligations  issued  on  credit  of 
the  United  States,  and  (d)  undisbursed  commitments.  The  commitments  or  con- 
tingencies are  as  follows: 


8 


UTTi 


Commitment  or  Contingency 


(Billions  of 


Public  Debt 
Gross  Amount  Securities  held 


Loans  guaranteed,  or  insured 
by  goverraaent  agencies 

Insurance  in  force 

Obligations  issued  on  credit 
of  the  U.S. 

Undisbursed  comaitaaents  ~ 
To  make  future  loans 
To  purchase  mortgages 
To  guarantee  and  Insure  loans 

Unpaid  subscriptions 
International  Bank 

Totals 


$  k'J.2 
226. 

27. 

kS 
1.6 
5.5 

hL 


$  .5 
83.7 

26.3 


$31^.6 


$110.5 


Guaranteed  loans. --Guaranteed  loans  include  loans  insured  by  the 
following  government  agencies,  or  for  the  purposes  indicated: 
Commodity  Credit  Corporation 
Farmers  Home  Administration 
Civil  Aeronautics  Board 

Federal  Maritime  Board  and  Maritime  Administration 
Development  Loan  Fund 
Export-  Import  Bank  of  Washington 
Housing  and  Home  Finance  Agency  (FHA,  etc.) 
International  Cooperation  Administration 
Small  Business  Administration 
Reconstruction  Finance  Corporation 
Defense  Production  Act  of  1950 
Federal  Civil  Defense  Act 


^Senate  Committee  on  Finance,  Debt  Ceiling  Hearings,  1959,  P«  15* 


9 
U.  8.  Information  Agency 

Veterans1  Administration. 

Insurance  in  force* — Insurance  in  force  consists  of  insurance  of  the 
following  agencies: 

Federal  Crop  Insurance  Corporation 

Federal  Maritime  Board  and  Maritime  Administration 

(War  risk  insurance) 
Export-  Import  Bank  of  Washington 
Federal  tteposit  Insurance  Corporation 
Federal  home  Loan  Bank  Board  (Savings  and  loan  Insurance) 
Veterans'  Administration  (Veterans'  life  Insurance) 

Obligations  of  the  U.  S.— Obligations  issued  on  credit  of  the  United 
States  consist  of  postal  savings  certificates  of  the  U.  S.  Postal  Savings 
System  and  the  Canal  Zone  Postal  Savings  System,  and  of  the  face  value  of 
Federal  Reserve  notes  ($27  billion). 

Undisbursed  commitments.  —Undisbursed  commitments  of  the  Federal 

Government  consist  of: 

Commitments  to  make  future  loans  to  the  following  agencies: 

Commodity  Credit  Corporation 

Farmers  Borne  Administration 

tool  Electrification  Administration 

Development  Loan  Fund 

Export- Import  Bank  of  Washington 

Housing  and  Home  Finance  Agency  (College  housing  loans, 
Public  facility  loans,  Urban  renewal  fund) 

Public  Housing  Administration 

Bureau  of  Commercial  Fisheries 


10 

Defease  Minerals  Exploration  Administration 

International  Cooperation  Administration 

Small  Business  Administration 

^construction  Finance  Corporation 

Defense  Production  Act  of  1950 

Veterans'  Administration 
Commitments  to  purchase  mortgages: 

Farmers  Home  Administration 

Housing  and  Home  Finance  Agency, 

Federal  National  Mortgage  Association 
Commitments  to  guarantee  and  insure  loans: 

Farmers  Home  Administration 

Federal  Maritime  Board  and  Maritime  Administration 

Housing  and  Home  Finance  Agency , 

Federal  Housing  Administration 

U.  S.  Information  Agency 

Defense  Production  Act  of  1950. 

Long-range  programs*— The  programs  listed  above  are  of  a  long-range 
nature*  They  are  different  from  the  direct  debt  of  the  United  States 
although,  as  has  been  noted,  some  of  them  are  offset  by  public  debt  securi- 
ties. As  an  example,  the  commitment  or  contingency  of  the  Federal  Deposit 
Insurance  Corporation  [FDIC]  is  estimated'  to  be  $137  billion;  however,  in- 
sured commercial  and  mutual  savings  banks  hold  $71  billion  in  public  debt 
securities  which  offset  a  portion  of  this  commitment.  The  long-range  pro- 
grams may  or  may  not  commit  the  Government  to  expend  funds  at  a  future  time. 
The  liability  of  the  Government  depends  upon  a  variety  of  factors,  such  as 
the  trend  of  prices  and  employment  and  other  economic  factors. 


'Ibid. ,  p.  16. 
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Combining  commitments  and  federal  debt.— It  would  be  difficult  to 
combine  the  amounts  listed  as  future  casmitments  with  the  public  debt  out- 
standing because  duplication  would  occur.  The  offset  to  the  commitment  of 
the  Federal  Deposit  Insurance  Corporation  shown  above  is  an  example.  The 
banks  insured  by  the  FDIC  have  assets  of  $267.7  billion.  Of  this  $71  billion 
are  in  public  debt  securities  which  are  reflected  in  the  public  debt.  The 
assets  of  the  insured  banks  and  the  FDIC  stand  between  the  insured  deposits 
and  the  Government's  obligations  to  redeem  them. 

Life  insurance  liability. — Veterans'  life  insurance  policies  have  a 
face  value  of  about  $*0  billion.  The  actual  liability  of  the  Government  is 
probably  less  than  this  because  some  of  these  policies  will  be  permitted  to 
lapse  and  future  premiums,  interest,  and  the  invested  reserves  of  about  $7 
billion  of  public  debt  securities  should  cover  the  normal  mortality  risk. 

Federal  Reserve  notes.— Federal  Reserve  notes  are  obligations  of  the 
United  States  which,  at  the  end  of  195^,  amounted  to  $27  billion.  These 
notes  are  backed  by  $53*1  billion  of  assets  of  the  issuing  Federal  Reserve 
banks.  These  assets  include  $26*3  billion  of  Government  securities  already 
included  in  the  public  debt.  The  Federal  Reserve  notes  are  secured  by  col- 
lateral amounting  [at  the  end  of  1958]  to  $18.6  billion  in  Government  secu- 
rities and  $11.1  billion  in  gold  certificates. 

Senator  Byrd  during  hearings  on  the  debt  ceiling  increase  on  June  25, 
1959  asked  a  number  of  questions  of  Secretary  of  the  Treasury  Anderson  con- 
cerning the  contingent  liabilities  of  the  Government: 

Senator  Byrd.  What  is  the  total? 

Secretary  Anderson.  I  will  have  to  add  them  up  for  you  in  just 
a  minute.  We  have  got  them  in  categories.  Senator  Byrd,  lump- 
ing together  all  classes  of  obligations,  regardless  of  the  con- 
tingencies that  may  attend  them,  the  December  31  figures  would 
show  roughly  $310  billion.  I  should  say  that  this  does  not 
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include  the  recent  commitment  of  obligations  to  the  World  Bank, 
which  would  have  to  he  added  to  it  and  to  the  noninterest-hear- 
ing  notes  of  the  Monetary  Fund. 

Senator  Byrd.  Would  it  include  any  contingent  liability  in 
social  security? 

Secretary  Anderson,  tio,   it  does  not. 
and, 

Senator  Byrd.  Do  you  think  there  is  any  contingent  liability  in 
social  security  2  We  have  passed  a  lav  whereby  the  Government  is 
obligated  to  make  these  payments,  whether  money  is  in  the  trust 
fund  or  not. 

Secretary  Anderson.  Well,  we  would  hope  that  the  taxes  collected 
under  the  social  security  laws  would  be  such  as  to  pay  off  the 
liabilities,  and  I  think  it  is  quite  — 

Senator  Byrd.  It  is  a  contingent  liability,  then,  is  it  not? 

Secretary  Anderson.  It  may  be  a  contingent  liability,  but  not 
like  the  others. 

Senator  Byrd*  We  are  obligated  to  pay  that  whether  or  not 
there  is  money  in  the  trust  fund? 

Secretary  Anderson.  I  think  it  is  only  fair  to  say  that  included 
in  this  list  are  some  rather  remote  contingencies." 


Relationship  of  Federal  Debt  to  Total  Liabilities 

Much  concern  has  been  shown  in  the  past  by  the  public  for  the 
enormous  size  of  the  debt.  The  information  in  the  paragraphs  immediately 
preceding  has  been  included  to  indicate  that  there  are  other  commitments  of 
the  Government  which  are  Just  as  important,  if  not  more  so,  as  the  debt* 

Summary.— -The  debt  can  be  thought  of  in  terms  of  the  gross  amount  as 
shown  in  Table  1.  As  such  the  debt  cannot,  by  law,  exceed  the  amount  shown 
in  Table  2.  Public  issues  of  the  debt  are  indicated  in  Table  3/  which  lists 
the  amounts  of  bills,  certificates,  notes,  bank  eligible  bonds,  and  non- 
marketable  savings  bonds.  The  gross  debt  is  in  part  owned  by  the  Federal 
Government  itself,  as  shown  in  Table  k.     The  Federal  Government  has  other 
obligations  which  probably  exceed  the  debt  in  size. 


8Xbid.,  p.  13. 


CHAPTER  III 
HOW  IS  THE  DEBT  MANAGED? 

General 

Management  of  the  debt  means,  for  our  purposes,  the  choice  of  type 
or  form  of  debt  and  the  proportionate  amounts  of  the  different  types  used; 
the  pattern  selected  for  debt  maturities;  the  amount  of  debt  placed  with 
different  holders;  the  decisions  whether  to  repay  or  refund  obligations  which 
mature;  the  interest  rates  to  be  offered  on  refunding;  and  the  treatment 
given  different  classes  of  debt  and  the  different  types  of  bond  holders.  It 
also  means  the  provisions  to  be  attached  to  new  bond  issues,  consideration 

of  the  needs  of  prospective  holders,  and  policies  to  be  adopted  in  retiring 
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debt  or  creating  new  debt.   Inherent  in  the  above  is  the  problem  of  the 

relative  weights  to  be  given  the  various  factors.  Responsibility*  for  the 

various  segments  of  fiscal  and  monetary  policy  is  not  vested  in  a  single 

agency  but  is  split.  The  federal  agencies  which  have  an  effect  on  fiscal  and 

monetary  policy  Include: 

Bureau  of  the  Budget 

Department  of  the  Treasury 

Department  of  Agriculture 

national  Housing  Agency 

Federal  Reserve  System 

Federal  Deposit  Insurance  Corporation 

General  Accounting  Office        1Q 

Securities  and  Exchange  Commission. 


•^Charles  C.  Abbott,  Management  of  the  Federal  Debt  (Hew  York:  McGraw- 
Hill  Book  Co.,  19^6),  P.  1. 

10,,Our  Form  of  Government,"  Fortune  (Supplement),  Kov.  1943,  p.  k, 
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The  main  interest  In  this  paper  is  in  the  responsibilities  and  functions  of 
the  Treasury  and  the  Federal  Deserve,  naturally,  with  so  many  agencies 
involved,  coordination  is  at  times  difficult.  Conflicts  may  exist  which  are 
not  compatible. 

Congress  and  the  Debt 

Congress,  by  virtue  of  the  authority  given  it  by  the  Constitution, 
has  the  power  to  borrow  money  on  the  credit  of  the  United  States.  Congress 
has  passed  laws  which  have  given  certain  authority  and  responsibility  to  the 
Secretary  of  the  Treasury  and  to  the  Federal  Reserve  Board  for  aspects  of 
management  of  the  debt.  Congress  has  been  quite  Jealous  of  its  responsi- 
bility concerning  federal  debt.  As  has  been  noted  in  Chapter  i'  until  191? 
a  special  act  had  to  be  passed  upon  each  occasion  when  money  was  borrowed. 
Since  that  time  a  tether  has  been  kept  on  the  executive  branch  of  government 
in  the  form  of  ceilings  of  various  kinds,  as  noted  in  Table  2.  Congress 
long  ago  recognized  the  debt  issue  as  a  political  one  which  could  be 
resurrected  from  time  to  time  for  getting  votes. 

Responsibility  for  Debt  Management 

Debt  management  is  the  responsibility  of  the  Treasury,  but  has  an 
important  effect  on  credit  regulation  and  control,  which  is  the  responsibil- 
ity of  the  Federal  Reserve  System.  The  Treasury  primarily  is  responsible  for 
fiscal  policy  and  the  Federal  Reserve  is  responsible  for  monetary  policy. 

Fiscal  policy. —Fiscal  policy  consists  of  the  revenue  measures,  ex- 
penditures, borrowing,  and  debt  management.  The  primary  goal  is  economic 
stability.  The  objectives  of  fiscal  policy  can  be  political  as  well  as 
economic  as  is  shown  by  the  responsibility  of  the  Government  to  provide  full 


Supra,  p.  2 
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employment  for  its  citizens.    Fiscal  measures  work  mainly  through  the  money- 

collecting  and  money- spending  activities  of  the  Federal  Government. 

Monetary  policy*— Monetary  policy  concerns  the  availability  and 

amount  of  credit,  the  cost  of  lending  and  borrowing  [public  and  private], 

13 
the  volume  of  saving,  and  the  value  of  the  dollar. 

The  Treasury  Department  and  Fiscal  Policy 

Creation  and  organization.— The  Treasury  Department  vas  created  by 
act  of  Congress  approved  September  2,  1789.  The  original  act  established  the 
Treasury  to  superintend  and  manage  the  national  finances.  The  Secretary  of 

the  Treasury  vas  charged  with  the  preparation  of  plans  for  the  improvement 

Ik 
and  management  of  revenue  and  the  support  of  public  credit.    To  administer 

the  public  debt  of  the  United  States,  Congress,  in  the  act  of  August  k,   1790, 

provided  a  Loan  Commissioner  in  each  of  the  States.  In  I617  these  duties  were 

transferred  to  the  Bank  of  the  United  States  and  in  1036  were  transferred  to 

the  Secretary  of  the  Treasury.  The  interest  bearing  debt  had  been  repaid  by 

1836.  By  the  act  of  July  17,  lB6l,  Congress  for  the  first  time  gave  the 

Secretary  of  the  Treasury  authority  to  issue  United  States  securities.  5  The 

Division  of  Loans  was  established  In  the  Secretary's  Office  and  was  later 

consolidated  with  the  Division  of  Currency.  Public  debt  activities  were 

carried  on  by  the  Division  of  Loans  and  Currency  and  by  the  Office  of  the 

HBgister  of  the  Treasury.  A  Commissioner  of  the  Public  Debt  was  appointed  by 


^^Harold  D.  Smith,  The  I4ftnagement  of  Your  Government  (New  York: 
frkiGrav-Hill  Book  Co.,  Inc.,  19^5 ),  p.  172. 

Senate  Committee  on  Finance,  Financial  Condition  of  the  U*  S. 
Hearings,  1957*  P«  1229. 

lkV.   S.  Government  Organization  feianual,  1959-60  (Washington:  U.  S. 
Government  Printing  Office,  1959) ,   P»  599. 

^The  United  States  Treasury  (Washington;  U.  S.  Government  Printing 
Office,  1959),  p.  17- 
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the  Secretary  of  the  Treasury  in  1919  under  the  general  direction  of  the 
Fiscal  Assistant  Secretary.  The  Commissioner  of  the  Public  Debt  was  to  super- 
vise the  Division  of  Loans  and  Currency.  A  Division  of  Public  Debt  Accounts 
and  Audit  vas  established  in  1920  and  also  was  placed  under  the  Commissioner 
of  the  Public  Debt.  Congress  formally  recognized  the  Public  Debt  Service  in 
1921.  It  vas  re-designated  the  Bureau  of  the  Public  Debt  by  Reorganization 
Plan  111.  The  Division  of  Savings  Bonds  vas  added,  and  the  Bureau  vas  made 
part  of  the  Fiscal  Service  of  the  Treasury  Department  in  19**0«  The  present 
organization  of  the  Treasury  Department  for  managing  the  debt  is  as  follows: 

Secretary  of  the  Treasury 

Undersecretary  for  Monetary  Affairs 

U.  S.  Savings  Bonds  Division 
Fiscal  Assistant  Secretary 

Bureau  of  the  Public  Debt 

Office  of  the  Treasurer 

16 
Securities  Division. 

Administration  of  the  Public  Debt 

Bureau  of  the  Public  Debt.— The  Bureau  of  tie  Public  Debt  adminis- 
ters the  debt.    It  conducts  and  directs  the  transactions  in  the  security 
issues  of  the  United  states.  It  prepares  the  offering  circulars  and  instruc- 
tions relating  to  each  offering  of  public  debt  securities.  It  directs  the 
handling  of  subscriptions  for  the  purchase  of  these  securities,  determining 
allotments  where  necessary.  It  prepares  regulations  governing  public  debt 
securities  and  supervises  purchases-  d  sales.  It  keeps  numerous  records  of 
ownership  of  securities,  pays  debt  interest,  and  handles  claims  resulting  from 
lost,  stolen,  or  destroyed  securities.  The  Bureau  of  the  Public  Debt  accounts 
for  all  public  debt  securities  including  the  over-all  public  debt  security 


l6Government  Organization  I&nual,  1959,  op.elt.,  p.  600. 
1^The  United  States  Treasury,  op.  cit.,  p.  %$*. 


17 
transactions  conducted  by  various  Government  offices  and  by  the  Federal 
Reserve  Banks  acting  in  their  capacities  as  fiscal  agents  of  the  United 
States. 

Securities  Division  of  Office  of  Treasurer.  —The  Securities  Division 
of  the  Office  of  the  Treasurer  of  the  United  States  conducts  over-the-counter 
transactions  in  public  debt  obligations  including  issues,  exchanges,  re- 
issues, and  the  payment  of  principal  and  interest.  It  holds  in  custody 
miscellaneous  securities  and  trust  funds. 

U.  S.  Savings  Bonds  Division. --The  U.  S.  Savings  Bonds  Division  of 
the  Office  of  the  Secretary  (Undersecretary  for  Monetary  Affairs)  promotes 
the  sale  and  holding  of  savings  bonds.  After  savings  bonds  are  issued  to  the 
public  they  become  the  responsibility  of  the  Bureau  of  the  Public  Debt. 

The  Treasury  and  debt  policy. — The  Treasury  Department  is  involved  in 
debt  policy  as  concerns  debt  retirement,  interest  policy,  offering  policies, 
and  debt  management.  The  rate  of  debt  retirement  is  the  central  issue  in 
debt  management.    There  are  two  vays  that  retirement  can  be  financed — taxa- 
tion and  money  creation.  In  money  creation,  debt  instruments  are  replaced  by 
money,  liquidity  is  increased  and  spending  is  encouraged.  In  this  way  the 
interest  cost  is  reduced  to  zero.  Obviously,  this  course  would  be  desirable 
only  in  a  recession  or  depression.  Offering  policy  concerns  the  types  of 
securities  (bills,  certificates,  notes,  or  bonds)  to  be  offered  to  the  public 
for  refunding  or  new  money.  Interest  policy  is  discussed  belov  under  debt 
management  and  the  section  on  monetary  policy  which  follows. 

Debt  management*— There  are  three  major  facets  of  the  Treasury's 

debt  management  problem.  They  are  the  rising  cost  of  borrowing  money,  the 

19 
shortening  of  debt  maturities,  and  the  inflationary  impact. 


-I  Q 

James  M.  Buchanan,  Public  Principles  of  Public  Debt  (Homewood,  HI.: 
Richard  D.  Irwin,  Inc.,  195&),  P«  177. 

19Coflgres3lo,nft1  ftmrterly  A^mai^c,,  6ptfe  Opqfi.,,  ,^t  Sess.,  1^2,  Vol. 
XV*  (Congressional  Quarterly,  Inc.,  Washington,  D.  C,  1959),  P^  273. 
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Rising  cost  of  •borrowing  money*  —Public  law  86-346  of  22  September 
1959*  authorized  the  President  to  raise  interest  rates  on  Series  E  and  H 
Savings  Bonds,  but  the  Congress  has  refused  to  raise  the  k-l/Ufft  ceiling  on 
Govermaent  bonds  [having  maturity  dates  longer  than  5  years].  The  problem 
is  two- fold.  Higher  interest  rates  will  result  in  higher  interest  costs. 
The  burden  of  the  interest  Itself  has  become  a  big  problem.  The  second 
aspect  i3  that  the  Treasury  has  been  unable  to  sell  bonds  in  the  quantities 
desired  because  of  the  inadequate  interest  rate. 

Shortening  maturity.— By  mid-1959  about  $182  billion  of  the  total 
national  debt  was  in  marketable  public  issues.  Of  this  amount,  75$  was 
scheduled  to  mature  in  5  years.  The  average  maturity  had  shortened  from  6k 
months  in  mid- 1953  to  55  months  in  mid-1959«  Seventy-three  billion  dollars 
or  kOp  of  the  marketable  debt  needed  to  be  refinanced  in  one  year,  including 
the  "floating  debt"  (publicly  held  marketable  securities  maturing  within  one 
year  and  non-marketable  ftemnrl  debt  in  the  hands  of  large  investors  and  pay- 
able on  demand fv    Table  5  shows  a  comparison  with  other  recent  periods,  and 
Table  6  shows  maturity  classes  as  of  October  31,  1959«  Other  things  being 
equal,  maturity  dates  shorten  if  only  by  reason  of  passage  of  time.  At  the 

present  time  maturity  dates  have  further  shortened  to  the  point  where  79$  are 
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scheduled  to  mature  in  5  years. 

Inflationary  impact.— Short  term  securities  are  not  particularly 
attractive  to  individual  investors  or  institutions  which  have  to  preserve 

funds  for  the  more  distant  future.  For  the  most  part,  short  term  issues  are 

22 
bought  by  commercial  banks.    Banks  pay  for  these  government  securities  by 


HBuchanan,  op.  cit.,  p.  180. 

Washington  Post  and  Times -Herald,  February  10,  I960,  p.  B3. 
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"Why  Treasury  is  Hamstrung,"  Business  Week,  Feb.  23,  1957*  P*  »5« 
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TABLE  5 

TEE  FLOATING  DEBT6 
(HELD  OUTSIDE  OF  FEDERAL  RESERVE  BANKS  AND  GOVERNMENT  INVESTMENT  ACCOUNTS) 

(Billions  of  Dollars) 


Year 

(December) 


Total 


Nonmarketable  Demand 

Debt* 


Marketables  Maturing 

Within  1  Year 


19^6 
1952 
1956 


$57.5 
7^.5 
6k. 


$25. 
31.5 
18.5 


$32.5 
43. 
45.5 


•^Excluding  A  to  E  and  H  Savings  Bonds 

Source:   Senate  Committee  on  Finance,  Financial  Condition  of  the  U.  S« 

Hearings ,  1957,  p.  676. 


TABLE  6 

MARKETABLE  SECURITIES,  BY  MATURITY  CLASS* 
(Billions  of  Dollars) 


Date 

Total 

Within 
1  year 

1  -  5 
years 

5-10 
years 

Over  10 
years 

Oct.  31,  1959 

$187.5 

$75.8 

$63.4 

$19.8 

$28.4 

Source:  federal  Reserve  Bulletin,  January  i960,  j 

».  59. 

increasing  their  deposit  liabilities  and  that  adds  to  the  money  supply,  with 
the  consequent  inflationary  result.  It  is  standard  practice  for  the  Treasury 
to  tiy  to  insulate  the  debt  by  shifting  its  ownership  from  banks  to  non-bank 
investors.  Table  7  shows  that, until  1956  at  least,  the  Treasury  was  having 
success  in  this  effort,  although  not  to  any  great  extent. 

As  a  general  rule,  then,  longer  term  securities  are  held  by  insurance 
companies  whereas  commercial  banks,  because  of  the  nature  of  their  business, 
hold  intermediate  and  shorter  term  securities.  Redemption  of  long  term  debt 
with  short  term  debt,  as  has  been  necessary  during  the  period  when  the 


i 


. 


• 
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TABLE  7 

FEDERAL  DEBT  CWHERSHI?  TKERDS* 
(Billions  of  Dollars) 


7,'ir1:1  „■  "ji'W  'Bstssma— a— — 

/v.'  ,.-.  :•  1 

if)Vl|niiii;iiiiiiiiiffi-irffi%liir,t;.iiiar.'i.i:aii»s 

Ly  Held 

nsaxsi'tiess&.'ittMMVWM 

Government 
Investment 

-,  •     •-' 

Year 

(December) 

Private 

Uon-bank 

Investor! 

OsjsjsBrelel 

Total 

Baals 

IS** 

$130.5 

$74.5 

$205* 

$31 

$23.5 

1952 

133. 

63.5 

196.5 

46 

25. 

1956 

138.5 

59.5 

198. 

54 

25. 

& 


Source:   Senate  Committee  on  Finance,  Financial  Oondition  of  the  U.  S, 
Hearings 9   1957,  p.  667. 


Treasury  thought  that  4-1/4$  interest  was  not  adequate  for  the  sale  of  "bonds, 
woulct  have  an  Inflationary  impact  if  the  new  securities  were  purchased  lay 
commercial  banks.  They  would  be  added  to  the  reserves  of  the  banks  and  could 

be  used  for  an  increased  level  of  loan  activity.  Honey  would  be  placed  in 
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circulation  without  an  increase  in  national  output.  ' 

The  Federal  Deserve  System  and  Monetary  Policy 

oh. 

Creation  and  organization.— The  Federal  Beserve  System  was  establish- 
ed by  authority  of  the  act  of  December  23,  1913,  known  as  the  Federal  Deserve 
Act  (38  Stat.  251;  12  U.S.C.  221). 

The  federal  Deserve  Banks  were  established  to  "furnish  an  elastic  cur- 
rency, to  afford  means  of  rediscounting  caaaercial  paper,  to  establish  a  more 
effective  supervision  of  banking  in  the  United  States  and  for  other  purposes." 
The  Federal  Beserve  Board  determines  general  monetary,  credit,  and  operating 
policies  for  the  system  as  a  whole  to  carry  out  the  purposes  of  the  Federal 


23 
24 


Congressional  Quarterly  Almanac,  op.  eit.,  p.  274. 

cf .  Monetary  Policy  and  Economic  Growth  (Washington:  Board  of 


Governors,"federal  Beserve  System,  I960),  p.  120. 
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Reserve  Act  mentioned  above.  The  Board  has  the  power  to  change  the  reserve 

requirements  of  member  banks  as  a  percentage  of  their  deposits,  within  certain 

limits.  The  Board  of  Governors  reviews  and  determines  the  discount  rates 

charged  by  the  federal  Reserve  Banks  on  their  discounts  and  advances. 

Federal  Open  Market  Committee.— Each  member  of  the  Board  of  Governors 
is  also  a  member  of  the  federal  Open  Market  Committee.  Xn  addition,  this 
committee  includes  five  representatives  of  the  Reserve  Banks.  The  committee 
adopts  regulations  for  open-market  operations  vith  a  view  to  aiding  commerce 
and  business  and  vith  regard  to  the  general  credit  situation  of  the  country. 
Open-market  operations  consist  of  the  purchase  and  sale  in  the  open  market  of 
obligations  of  the  United  States* 

Monetary  policy.—  13ae   job  of  the  Federal  Deserve  is  to  gain  public 
confidence  for  the  dollar  by  combatting  inflationary  pressures  during  periods 
when  resources  are  fully  used,  and  in  combatting  deflationary  pressures  during 
periods  of  slack.  To  meet  these  aims  larger  surpluses  are  needed  in  times  of 
prosperity  to  offset  the  deficits  of  deflationary  periods.  Otherwise,  regular 
increases  in  the  public  debt  will  be  required. 

Combatting  inflation.— The  processes  of  inflation  are  widely  under- 
stood by  savers  and  borrowers.  Inflation  generates  the  expectation  of  more 
inflation.  Hhis  tends  to  cause  an  increase  in  borrowing  and  a  decrease  in 
savings.  In  the  long  run  monetary  policy  can  aid  in  lowering  interest  rates 
by  maintaining  a  stable  value  for  the  dollar*  Confidence  will  cause  increases 
in  savings  which  may  more  readily  meet  the  needs  of  borrowers,  thereby  de- 
creasing the  pressure  of  the  demand  and  lowering  interest  rates.  During 
1959  credit  ejqpanded  by  $60  billion,  $20  billion  more  than  the  previous  peace- 
time record.  Supplying  this  huge  demand  was  accomplished  mainly  by  letting 
those  who  would  borrow  provide  those  who  would  save  with  inducement  to  risk 
their  savings  voluntarily.  2he  banking  system  was  an  intermediary  between 


the  "borrowers  and  savers.  The  $60  billion  might  have  been  financed  by  the 
creation  of  additional  funds  by  the  banking  system  and  a  consequent  rapid  and 
inflationary  increase  in  the  money  supply.  Such  a  course  undoubtedly  would 
have  placed  the  economy  and  the  American  people  in  a  worse  position. 

Interest  rates .  —The  rise  in  interest  rates  in  1959  encouraged  com- 
mercial banks  to  expand  their  loans  by  almost  $12  billion.  They  raised  these 
funds  primarily  by  selling  government  securities,  which  the  banks  owned,  to 
the  public.  The  competition  to  borrow  drove  rates  up.  The  rise  induced  sav- 
ings* During  World  War  II  and  up  until  1951  ,  the  Federal  Reserve  supported 
government  bonds  by  keeping  money  rates  down.  In  1951  an  agreement  was 
reached  with  the  Treasury  that  ended  this  practice.  Monetary  policy  is  only 

effective  as  long  as  it  is  working  with  the  economic  realities  underlying  the 
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situation.    Federal  Reserve  actions  cannot  for  long  enforce  interest  rates 

on  the  market  that  are  above  or  below  the  rates  that  maintain  a  balance  be- 
tween savings  and  borrowing.  In  the  1959  budget  deficit,  the  Government,  in 
being  forced  to  borrow  from  banks  instead  of  tapping  the  savings  of  the  pub- 
lic, has  increased  the  money  supply.  The  Federal  Reserve  took  the  position 

that  the  Government  must  stand  on  its  own  feet  in  finding  money  to  pay  its 
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bills. 

The  availability  of  money.— The  central  bank  is  the  ultimate  source  of 
money  under  the  modern  credit  system.  In  the  United  States  the  Federal 
Reserve  is  responsible  for  regulating  the  supply  of  cash.  The  Federal  Reserve 
makes  it  easier  tor  people  to  borrow  money  when  the  country  is  in  a  period  of 
recession  or  depression.  The  converse  is  true  during  periods  of  prosperity. 
The  objective  is  to  maintain  a  high  level  of  business  without  excesses  which 


25Ibid.,  p.  131. 
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"Putting  the  Brakes  on  Inflation,"  U.  3.  Hews  and  World  Report, 

June  15,  1959,  p.  56. 
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might  later  lead  to  depression.  The  main  increases  in  money  supply  have 

occurred  in  periods  of  "business  recession  and  in  the  early  stages  of  business 

27 
recovery. 

Summary. --The  Treasury  Department  has  primary  responsibility  for 
management  of  the  debt.  It  conducts  debt  transactions,  prepares  offering 
circulars  and  regulations  regarding  public  debt  securities.  It  conducts 
over-the-counter  transactions.  The  three  major  problems  in  debt  management 
are  interest  rates,  means  to  increase  debt  maturity,  and  inflationary  impact. 
The  Federal  reserve  System  is  involved  indirectly  in  debt  management  because 
of  their  duty  to  gain  public  confidence  in  the  dollar.  This  involves  combat- 
ting Inflation  and  controlling  interest  rates.  Interest  rates  are  important 
in  debt  management  because  of  the  burden  of  the  interest  charges. 
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CHAPTER  IV 
IS  THE  DEBT  A  THREAT  TO  OUR  SOLVENCY? 

General 

In  an  attempt  to  answer  the  question  of  whether  the  debt  is  a  threat 
to  our  solvency,  the  following  factors  will  he  discussed: 

Ownership  of  the  debt;  the  debt  as  an  internal  debt. 

The  relative  size  of  the  debt;  increasing  or  decreasing. 

The  relationship  of  publicly-held  federal  debt  and  GMP. 

Comparison  of  federal  debt  with  other  public  and  private  debt. 

The  relationship  of  inflation  and  debt. 

The  interest  burden  of  the  debt. 

The  debt  as  an  internal  debt.— The  debt  is  an  internal  debt.  Table  k, 
ownership  of  the  debt,  shows  how  the  debt  is  distributed.  This  table  does  not 
indicate  nationality  of  holders  but,  in  certain  categories  listed,  foreigners 
hold  no  part.  They  undoubtedly  hold  small  portions  of  the  amounts  listed 
under  "Insurance  companies  and  corporations,"  and  under  " individuals ." 
Foreign  accounts  as  such  are  listed  under  "miscellaneous  investors." 

The  relative  size  has  been  decreasing. —Table  8  shows  the  size  of  the 
debt  in  selected  years  on  a  -per   capita  basis  and  also  as  a  percent  of  national 
income.  In  1916  before  World  War  I  had  had  a  sizeable  effect  on  the  debt,  the 
per  capita  (.debt]  was  $12  per  person,  and  the  total  debt  amounted  to  only  J$ 
of  the  national  income*  At  the  end  of  that  war  the  per  capita  debt  had  in- 
creased 20-fold  and  the  debt  as  a  percent  of  national  income  had  increased  by 
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TABLE  8 
RELATIVE  SIZE  OF  THE  FEDERAL  DEBT8, 


Year 

(December) 

Per  Capita  Debt 
(Dollars  per  Person) 

Debt  as  a  $  of 
national  Income 

1916 

$  12 

% 

1919 

2k$ 

1930 

130 

&. 

1939 

363 

6e 

19^ 

1832 

136£ 

1952 

1690 

n 

1956 

1631 

79* 

Source:   Senate  Coiaaittee  on  Finance,  Financial  Condition  of  the  U.  S, 
Hearings,  1957>  P«  662. 


a  factor  of  10.  Between  1919  and  1930  the  debt  decreased  by  $10  billion  and 
the  relative  size  decreased  proportionately.  After  World  War  II  the  $260 
billion  debt  amounted  to  $1832  for  each  man,  woman,  and  child,  and  the  total 
was  one- third  larger  than  the  national  income.  While  the  debt  increased  be- 
tween 19^6  and  1952,  the  population  and  the  national  income  increased  at  a 
greater  rate.  This  caused  the  per  capita  debt  to  decrease  to  $1690  per  per- 
son and  debt  as  a  percent  of  national  income  to  decrease  to  bf3p.     By  1956  the 
debt  had  increased  by  another  $10  billion,  but  again  population  and  national 
income  increased  at  a  faster  rate,  resulting  in  a  decrease  in  both  ]?er  capita 
debt  and  debt  as  a  percent  of  the  national  income. 

Publicly  held  debt  and  GHP.— Another  way  to  look  at  the  impact  of  the 
debt  in  relation  to  the  total  economy  is  to  compare  the  publicly  held  debt 
with  the  gross  national  product.  Table  9  is  a  comparison  of  these  factors 
from  19^7  to  1958 •  Note  that  gross  national  product  has  increased  in  every 
year  except  19^9,  195^ >  and  195^.  In  each  of  these  cases  the  failure  to 
reach  a  new  high  was  only  by  a  small  margin.  The  trend  has  been  a  strong  one, 
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TABLE  9 
PUBLICLY  HELD  DEBT  AND  GROSS  NATIONAL  PRODUCT,  1947- 58* 


—  i.,    ,  'i       rrr—  ,  ■   r  ■■      *  iT-ny 

Year 

Gross  National 
Product 
($  billions) 

Publicly  held 
debt* 
(     billions ) 

Ratio  Debt 
to  GNP 

t 

19*7 

234.3 

203.7 

86.9 

1948 

259.^ 

195.2 

75.3 

1949 

258.1 

195.2 

75.6 

1950 

284.6 

201.3 

70.7 

1951 

329.0 

191.3 

58.1 

1952 

347.0 

192.0 

55.3 

1953 

365.4 

193.8 

53.0 

195^ 

363.1 

197.0 

5^.3 

1955 

397.5 

200.3 

50.4 

1956 

419.2 

195.5 

46.6 

1957 

442.5 

192.0 

43.4 

1958 

441.7 

195.1 

44.2 

41 

Federal  securities  held  outside  U.  S.  Government  agencies  and  trust 
funds  and  the  Federal  Reserve  System. 

Source:  a Joint  Economic  Committee,  Hearings,  Employment  Growth  and  Price 
Levels,  1959,  Study  Paper  No.  19,  p.  26. 

although  much  of  the  strength  has  been  provided  by  inflation  if  such  assistance 
can  be  called  strength.  The  federal  publicly  held  debt  during  this  time  has 
remained  remarkably  steady  at  about  $195  billion.  Because  gross  national  prod- 
uct has  increased  and  the  publicly  held  debt  has  remained  stationary,  the 
ratio  of  debt  to  GNP  has  steadily  declined  to  the  point  where  it  is  now  about 
half  of  what  it  was  in  1947. 

Comparison  of  public  and  private  debt. — A  third  way  in  which  the 
federal  debt  can  be  measured  is  by  comparison  with  the  combined  debt  of  states 
and  localities,  corporations,  and  individuals.  Table  10  shows  this  comparison. 
In  1939  the  total  of  debt  of  the  federal,  state,  and  local  governments;  corpor- 
ations; and  individuals  amounted  to  $207.5  billion.  By  1946  the  total  debt 
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TABLE  10 

COMPARISON  OF  PUBLIC  AND  PRIVATE  DEBT* 
(Gross  Debt  In  Billions  of  Dollars) 


Year 

(December) 

Federal 
Debt 

r-Trirr-rr-r- — . 

State  & 

Local 

Corpor- 
ation 

Individ- 
ual 

Total 

Federal  as 
$  of  total 

\0     \D     VO 
On    0\   VO 

47-5 
259.5 
277 

20 
16 
50 

89 
110.5 

249 

51 
60.5 

207.5 

207.5 
446*5 

783.5 

.1 

23* 

56,' 

35* 

Source:   Senate  Committee  on  Finance,  Financial  Condition  of  the  U.  S. 
Hearings,  1957*  p.  665. 


bad  more  than  doubled  to  $446*5,  largely  because  of  World  War  II.  As  might 
be  expected,  the  federal  portion  of  the  debt  increased  rapidly.  The  efforts 
of  the  nation  were  directed  toward  winning  the  war.  State  and  local  govern- 
ments, like  corporations  and  individuals,  were  unable  to  obtain  materials  and 
markets  for  peacetime  activities.  Projects  were  delayed  until  after  the  war. 
The  federal  debt  rose  to  5*%  of  the  total  debt.  Since  1946  state  and  local 
debts  have  risen  three  fold  while  federal  debt  has  increased  very  slowly. 
Corporate  debt  by  1956  had  more  than  doubled,  but  private  debt  had  more  than 
tripled.  The  net  result  was  that  the  federal  debt  as  a  percentage  of  the 
total  had  decreased  to  35*. 

Consumer  prices  and  the  value  of  the  dollar.— As  the  value  of  the 
dollar  becomes  less,  the  burden  of  the  debt  decreases  proportionately. 
Table  11  shows  the  rise  in  consumer  prices  and  the  decline  in  purchasing 
power  of  the  dollar  since  1915*  During  periods  of  depression  consumer  prices 
have  gone  down  as  would  be  expected,  but  the  general  trend  has  been  up.  Pur- 
chasing power  of  the  dollar  has  not  followed  exactly  with  consumer  prices* 
Purchasing  power  rose  between  World  War  I  and  1935  and  has  fallen  fairly 
steadily  since  that  time.  The  greatest  portion  of  the  federal  debt  was 
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TABLE  11 

CONSUMER  PRICES  AND  THE  PURCHASIHG  POWER  OF  THE  DOLLAR 
1915-56*  and  1957-59° 
(Selected  years) 


Calendar  Year 
Averages 

Consumer  Prices 
(I9A7-U9  »  100) 

Purchasing  PoVe*   ' 

of  the  Dollar 
(1939  dollar) 

1915 

k$*k 

1.368 

1920 

85.7 

.693 

1925 

75.0 

.792 

1930 

71.4 

.832 

1935 

58.7 

1.012 

19^0 

59.9 

•992 

19^5 

76.9 

.772 

1950 

102.8 

.587 

1955 

114.5 

.519 

1956 

116.2 

.511 

1957 

119.6 

.497 

1958 

123.8 

•*8a 

1959 

12U.2 

Ml 

Source:  aSenate  Committee  on  Finance,  Financial  Condition  of  the  U.  S. 
Hearings,  1957*  P*  Mb. 

Economic  Indicators,  December  1959  (Washington:  U«  S.  Govern 

ment  Printing  Office,  1959) ,   p.  23. 

caused  by  World  War  II.  The  purchasing  power  of  the  dollar  during  World  War 
II  [1939  dollars]  vas  between  $0.99  and  $0.77.  If  ve  vere  to  repay  the  debt 
now,  we  would  do  so  with  dollars  worth  less  than  $0.50.  In  another  10  years 
with  inflation  at  a  rate  of  %  per  year  (if  such  a  rate  may  be  assumed  as  an 
arbitrary  example),  the  purchasing  power  of  the  dollar  might  be  less  than 
$0.33.  In  that  case  same  $0.99  [19^0]  dollars  of  debt  could  be  paid  off  with 
$0.33  [1970]  dollars.  Following  such  a  line  of  reasoning,  it  is  not  difficult 
to  see  that  the  debt  might  become  less  and  less  important  as,  and  if,  infla- 
tion continues  and  as  gross  national  product  increases  and  as  purchasing 
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power  of  the  dollar  decreases.  If  this  is  the  case,  who  Is  paying  the  cost. 

Everyone  who  Is  owed  and  who  will  be  paid  for  what  he  is  owed  in  a  fixed  number 
of  dollars  will  lose.  Part  of  this  loss  will  be  the  loss  [in  purchasing  power, 
not  dollars]  on  government  securities.  The  losers  Include  people  vho  are  owed 
pensions  and  receive  their  money  monthly,  and  it  includes  people  who  own  [not 
owe]  mortgages.  From  the  above  discussion  it  follows  that  future  generations 
will  not  have  to  pay  all  of  our  debts.  People  who  are  living  now  are  paying 
in  the  form  of  losses  due  to  Inflation.  Future  generations  may  have  to  pay 

off  some  of  the  debt  in  $0*33  or  maybe  yO.10  dollars.  In  addition,  they  will 

28 
have  the  problem  of  carrying  the  interest  burden,  also  in  inflated  dollars. 

The  only  way  we  can  impose  a  direct  burden  on  the  future  nation  as  a  whole  is 

by  incurring  an  external  debt  or  by  passing  along  less  capital  equipment. 

The  interest  burden  of  the  debt. — Table  12  shows  the  Interest  burden 
of  the  debt.  Since  the  Federal  Reserve  stopped  supporting  government  securi- 
ties in  the  market,  interest  rates  have  gradually  increased.  A  recent  bond 
issue  was  sold  with  interest  rate  at  the  legal  limit  of  k-l/ki*.    At  the 
present  time  [i960]  the  interest  on  the  debt  is  about  $9.5  billion.  However, 
the  interest  charge  as  a  percent  of  national  income,  as  shown  in  Table  12, 
has  not  been  increasing.  The  real  burden  on  the  public  is  less  than  is  shown 
because  much  of  the  interest  returns  to  the  government  in  the  form  of  income 
taxes.  In  addition,  as  is  shown  in  Table  k,   much  of  the  debt  is  owed  by  the 
federal  government  (by  government  agencies  and  trust  funds  and  by  Federal 
Reserve  Banks)*  With  most  of  the  debt  internally  owned,  people  are  taxed  to 
provide  funds  for  interest  payments.  The  interest  is  paid  directly  and  in- 
directly to  other  people  within  the  country  who  are  then  taxed  on  the  interest 
received.  While  it  would  perhaps  be  better  to  have  no  interest  costs  to  pay, 
at  least  the  payments  remain  pretty  much  within  the  country.  Payments  to 
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TABLE  12 

______  **- 

IOEEaEST  BtnODBQf  OF  THE  FEDERAL  XfiBx 

(Excluding  Guaranteed  Securities) 


Computed  Interest 
Charge  ($  Billions) 


Interest  Crt^ypse 

as  *J>  of 

The  Public        ijalional 


Debt 


Income 


1916 
1919 
1930 

1939 
19**6 
1952 
1956 


Less  than  $50  Million 
1.1 
.6 
1*1 
5.3 
6.2 
7.3 


2.4$ 
3.8* 

-. 


Less  than  .05$ 
1.** 

l.*# 
2«S£ 
£•1$ 
2.1* 


Source:   Senate  Ooxaaittee  on  Finance,  Financial  Condition  of  the  U.S. 
»i  1957,  P.  663. 


foreign  nationals  vould  increase  the  burden  and  also  increase  our  balance  of 
payments  problems. 

Summary.-- The  debt  is  a  threat  to  our  existence.  In  a  period  of 
depression  the  interest  burden  vould  be  difficult  in  itself  to  carry* 
Despite  the  threat  that  the  debt  poses  it  could  be  worse.  The  debt  is  an 
internal  debt.  In  that  sense  it  does  not  Impoverish  the  country  as  it  slight 
if  it  were  an  external  debt,  while  the  debt  is  tremendous  in  size,  it  has 
been  decreasing  relatively.  The  burden  per  person  is  becoming  less.  As 
gross  national  product  increases,  the  debt  becomes  less  important,  provided 
the  debt  remains  at  about  the  sane  size.  Federal  debt  has  remained  fairly 
constant  since  l$k6,   but  the  debt  of  states  and  localities,  and  of  corpora* 
tions  and  individuals  has  increased  tremendously.  These  factors  have  de- 
creased the  relative  importance  of  the  federal  debt.  Consumer  prices  have 
increased;  the  value  of  the  dollar  has  decreased.  The  owners  of  government 
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securities  will  receive  less  in  return  than  they  paid,  not  in  dollars  Taut  in 
purchasing  power*  Shis  fact,  and  the  probability  that  it  will  continue*,  tend 
to  inafce  the  debt  more  manageable*  However,  the  interest  burden  of  the  debt 
continues  to  increase,  and  this  increased  burden  is  a  threat  to  our  solvency* 


V 

CONCLUSION 

General 

The  analysis  that  has  "been  presented  in  the  first  four  chapters  pro- 
vides a  basis  for  conclusions  about  the  federal  debt. 

The  debt  a  part  of  the  nation's  liabilities. —The  "national  debt"  has 
been  a  focal  point  of  concern  by  citizens  and  politicians  for  many  years* 
But  the  debt  is  only  a  part  of  the  liabilities  of  the  Federal  Government,  We 
have  other  obligations  which  are  larger  than  the  debt,  such  as  the  contingent 
liabilities  of  the  Federal  Government.  The  debt  of  individuals  is  almost  as 
large  as  the  federal  debt.  The  debt  of  corporations  is  almost  as  large  as 
the  federal  debt.  The  Federal  Government  owns  part  of  its  ovn  debt.  These 
circumstances  lead  to  the  conclusion  that  while  the  federal  debt  is  very  im- 
portant to  us  as  a  nation,  we  should  not  fix  our  attention  upon  it  to  the 
detriment  of  other  factors.  Maybe  we  should  spend  more  of  our  time  and  effort 
in  being  concerned  about  individual  or  corporation  debt.  We  should  become 
more  concerned  about  the  commitments  of  the  Federal  Government.  What  has 
become  debt  might  be  small  in  comparison  with  what  we  may  have  to  convert  to 
debt  in  the  future. 

of  the  federal  debt. --Maturities  of  the  debt  have  been 


steadily  decreasing,  partly  because  of  the  4-l/*$  interest  celling  on  bonds. 
The  floating  debt  has  been  steadily  increasing.  The  structure  of  the  debt 
has  been  deteriorating.  The  Treasury  should  be  concerned  with  achieving  and 
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maintaining  a  satisfactory  structure.  In  managing  the  debt  the  Treasury  should 
not  be  worried  with  minor  swings  in  the  economy.  It  should  find  the  best  way 
to  manage  the  debt.  This  will  include  fitting  the  debt  to  the  needs  of 
borrowers.  In  other  words,  suitable  amounts  of  long  term  securities  need  to 
be  provided  for  such  investors  as  insurance  companies  and  si  >rt  term  securities 
should  be  available  to  meet  the  needs  of  commercial  banks  and  business.  The 
Immediate  impact  of  such  debt  operations  should  be  corrected  if  necessary  by 
the  federal  Bsserve  System. 

The  importance  of  the  interest  burden.  —The  debt  should  be  managed  in 
such  a  manner  as  to  minimize  the  interest  burden.  When  interest  rates  are 
low,  in  depression  times,  the  maturities  should  be  extended  so  that  the  low 
rates  will  be  a  benefit  to  later  years  when  rates  may  be  greatly  increased  as 
is  the  case  at  the  present  time.  When  interest  rates  are  high,  shorter  term 
debt  instruments  should  be  issued.  It  might  be  an  excellent  idea  for  the 
Government  to  include  a  "call"  provision  in  its  longer  term  securities  in 
order  to  take  advantage  of  more  favorable  interest  rates  in  the  future,  if 
such  materialize.  For  example,  if  20-year  bonds  are  issued  at  some  particu- 
lar time,  after  10  years  have  passed  interest  rates  may  have  become  much  more 
favorable.  It  would  be  to  the  advantage  of  the  taxpayer  to  be  able  to  capi- 
talise on  this  fact  just  the  same  way  that  he  can  with  his  house  mortgage, 
under  similar  circumstances,  by  refinancing  his  house.  A  clause  might  be 
inserted  in  all  bonds  issued  stating  that  the  bond  could  be  recalled  or  paid 
off  after  5  or  10  years  by  payment  of  face  value  and  a  penalty  payment  of  a 
few  percentage  points.  This  system  has  been  in  use  by  corporations  to  their 
advantage  for  many  years.  The  privilege  of  calling  the  issue  or  a  portion  of 
it  would  cost  money  as  it  does  corporate  lenders  through  slightly  increased 
interest  cost.  Borrowers  must  take  the  possibility  of  a  call  in  mind  at  the 


time  of  purchase.  The  small  additional  cost  could  save  the  Federal  Govern- 
ment a  great  deal  of  money  in  the  future. 

The  debt  is  becoming  more  manageable. — The  debt  is  becoming  easier  to 
bear  financially.  As  an  internal  debt  ve  owe  it  to  ourselves  and  ve  pay  the 
interest  to  ourselves.  Mich  of  the  interest  paid  is  returned  to  us  in  the 
form  of  tax  receipts.  In  absolute  terms  the  debt  has  become  larger  since  the 
end  of  World  War  II,  but  at  the  same  time  the  economy  has  grown  at  a  rate 
faster  than  the  debt.  It  is  true  that  a  sizeable  portion  of  the  growth  of  the 
economy  has  been  the  result  of  inflation,  but  regardless  of  the  cause,  growth 
of  the  economy  [GNP]  has  been  at  a  greater  rate  than  the  debt.  Another  factor 
which  makes  the  debt  more  uanageable  is  the  fact  that  "dear  dollars"  can  be 
paid  off  with  "cheap  dollars*"  The  purchaser  of  a  government  bond  of  twenty 
years  ago  paid  for  it  with  dollars  with  about  twice  the  purchasing  power  that 
is  being  returned  today  on  maturity.  Even  with  the  interest  that  he  has  re- 
ceived over  the  twenty  years,  he  will  not  get  as  much  purchasing  power  back 
as  he  paid.  However,  for  the  twenty  years  previous  to  that  the  rt verse  would 
have  been  true.  Bonds  issued  for  twenty  years  in  1920  were  purchased  with 
dollars  which  would  purchase  $0*70  worth  of  goods  and  in  1940  received  back 
dollars  which  would  purchase  about  $1.00  worth  of  goods  [both  stated  in  1939 
dollars].  Inflation  may  not  continue  for  the  next  twenty  years.  In  fact,  if 
the  past  provides  us  with  a  clue,  it  would  be  that  we  might  expect  a  period 
of  deflation.  Despite  the  conclusion  of  a  number  of  qualified  persons  that 
inflation  is  over  for  some  time  to  come,  there  are  some  strong  reasons  to 
believe  that  it  may  continue.  These  Include  such  things  as  the  expected 
(and,  in  progress)  population  boom,  and  the  federal  policy  for  "full  employ- 
ment," which  are  expected  to  help  dampen  swings  of  the  economy  on  the  low  side 
In  addition,  the  "sixties"  are  expected  to  be  a  great  growth  period  for  this 
country.  Gross  national  product  is  expected  to  grow  considerably.  These 
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things  may  not  happen.  In  a  depression  the  Interest  harden  or  the  debt 
would  assume  a  greater  importance  than  they  do  now,  and  all  of  the  above 
considerations  of  easing  of  the  burden  of  the  debt  would  be  reversed. 

Worry  about  the  debt?~The  past  policy  of  the  United  States  has  been 
to  retire  its  public  debt  as  soon  as  practicable.  Oils  poller  has  not  always 
been  followed.  In  fact,  the  deviations  from  the  policy  are  more  numerous  than 
the  contrary.  Nevertheless,  debt  should  be  retired  in  good  times.  If  the 
debt  is  contained  at  its  present  size,  or  preferably  reduced,  and  if  the 
economy  continues  to  grow,  if  depression  does  not  occur,  there  seems  to  be 
no  reason  for  worry  about  the  future  of  the  country  because  of  the  debt. 
Dae  assets  of  the  Federal  Government  are  very  great,  especially  in  land  and 
buildings,  and  these  are  offsets  to  the  debt.  Perhaps  some  other  things  are 
deserving  of  more  concern  than  the  debt  of  the  Federal  Government.  Perhaps 
we  should  be  more  worried  (maybe  many  are)  about  the  future  obligations  of 
the  Government.  S^aybe  we  should  be  more  worried  about  consumer  credit  or 
personal  indebtedness.  In  any  case,  we  should  stop  worrying  about  the  debt 
and  do  something  about  it. 


BIBLIOGRAPHY 


Abbott,  Charles  Cortez.  Management  of  the  Federal  Debt.  Mew  York  and 
London:  McGraw-Hill  Book  Co.,  19^. 

.  The  Federal  Debt:  Structure  and  Impact.  New  York:  The  Twentieth 
Century  fund,  1953* 

Buchanan,  James  M.  Public  Principles  of  Public  Debt.  Homewood,  HI.: 
Richard  D.  Irwin,  Inc.,  195<*. 

Burns,  Arthur  Edward,  Steal,  Alfred  C,  and  Watson,  D.  S.     Modern  Economics. 
2d  ed«     Hew  York:     Harcourt,  Brace  &  Co.,  1953. 

Congressional  Quarterly  Incorporated.  Congress ional  Quarterly  Almanac,  86th 
Congress,  1st  Session  1959*  Washington,  D.  C:  Congressional  Quarterly 
Inc.,  1959. 

Economic  Indicators,  December  1959.  Washington:  U.  S.  Government  Printing 

Murphy,  Henry  C.  The  National  Debt  in  War  and  Transition.  Hew  York:  McGraw* 
Hill  Book  Co.,  1950. 

O'Hara,  Jay  L.  Money  and  Banking.  Hew  York:  Pitman  Publishing  Co.,  19**6* 

Poole,  Kenyon  E.  Fiscal  Policies  and  The  American  Economy*  Hew  York: 
Prentice-Ball,  Inc.,  1951. 

Samuelson,  Paul  A*  Economics:  An  Introductory  Analysis.  Hew  York,  Toronto, 
and  London:  McGraw-Hill  Book  Co.,  195$. 

Shaw,  Elton  Raymond.  The  National  Debt  and  Our  Future.  Washington:  Shaw 
Publishing  Co.,  19^* 

Smith,  Adam.  The  Wealth  of  Hations  (Modern  Library  Edition) .  Hew  York: 
Random  House,  1937* 

Smith,  Harold  D.  The  Management  of  Your  Government.  Hew  York:  McGraw-Hill 

*  ■  ,  i  im  i  i  ...I  ■ ■  ,i  .  ■  

Book  Co.,  Inc.,  19^5. 

The  United  States  Treasury.  Washington:  U.  S.  Government  Printing  Office, 

1959- 

U.  S.  Government  Organization  Manual,  1959-60.     Washington:  U.  S.  Government 
Printing  Office,  1959. 

36 


37 
Public  Documents 

Board  of  Governors,  Federal  Reserve  System.  "Monetary  Policy  and  Economic 
Growth,"  Federal  Reserve  Bulletin.  Washington:  Federal  Reserve  System, 
Feb,  i960. 

.  The  Federal  Reserve  System*  3rd  ed.  Washington,  D.  C:  Federal 

Reserve  System,  1957. 

U.  S.  Congress,  Joint  Economic  Committee.  Hearings  on  Employment,  Growth, 
and  Price  Levels.  Study  Paper  No.  19*  56th  Cong.,  2d  Sess.,  I960* 

U.  S.  House  of  Representatives.  Public  Debt  Act  of  1959*  Report  No.  556. 
86th  Cong.,  1st  Sess.,  June  16,  1959* 

U.  S.  Senate,  Committee  on  Finance.  Hearings  on  Investigation  of  the 

Financial  Condition  of  the  Unlted~"states.  Parts  1,  2,  and  3,   56th  Cong., 
1st  Sess.,  1957. 

.  Hearings  on  Increase  in  Permanent  Debt  Limitation.  85th  Cong., 

STSess.,  1958.   "" 

.  Hearings  on  Debt  Ceiling  Increase.  86th  Cong.,  1st  Sess.,  1959* 

Articles  and  Periodicals 

"Big  Battle  Over  Money,"  U.  S.  Hews  and  World  Report,  June  28,  1957. 

"How  Your  Congressman  Becomes  a  Spendthrift,"  nation's  Business.  June  1959* 

"Hew  Storm  Brewing  Over  Your  Money,"  nation's  Business,  Dec.  1959- 

"Our  Form  of  Government,"  Fortune  (Supplement).  November  19^3* 

"Putting  the  Brakes  on  Inflation,"  U.  S.  Hews  and  World  Report,  June  15, 
1959. 

"Soon  a  Trillion  Dollar  Debt  -  A  Danger?"  U.  S.  Hews  and  World  Report, 
November  30,  1959. 

"U.  S.  Faces  up  to  Money  Crisis,"  U.  S.  News  and  World  Report,  June  15,  1959. 

Washington  Post  and  Times-Herald,  February  10,  i960. 

"Why  Treasury  is  Hamstrung,"  Business  Week,  February  23  >  1957» 

Other  Sources 

"Business  and  Economic  Conditions,"  First  National  City  Bank  Monthly  Letter 
(New  York),  February  i960. 

"National  Debt,"  World  Book  Bncyclopedia,  Vol.  VIII. 


